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Editorial Comment 


REKINDLING PROSPERITY 


_ Progressive Conservative government, having received an overwhelming man- 
date from Canada’s electors, is committed to restore and maintain prosperity in 
Canada. No doubt, much thought will be given to ways and means for achieving 
this goal speedily. It is an accepted axiom that the level of capital expenditures strongly 
influences the degree of prosperity in an economy. In an effort to increase the pace 
of enterprise, a program for speeding up capital expenditures would be promising. 

Canada believes in a free enterprise system, tempered by an increasing social welfare 
policy. The biggest potential of economically sound and efficient capital expenditure 
lies in the private sector of the economy, i.e., in industry and commerce. It is an 
acknowledged fact that taxation of corporate profits is high and verges on becoming 
excessive. Nevertheless, no serious attempt has yet been made to cut taxation for 
corporate enterprise. It is submitted that, even if a cut were introduced, the immediate 
effect of what may be assumed to be a reduction at best of a few per cent would 
hardly be a substantial stimulus for a resumed policy of risk-taking expansion. That 
does not mean that a reduction in corporation income tax should be dismissed. 

It seems, though, that an expedient measure for inducing industry and commerce 
to continue and accelerate capital expenditures has not been seriously considered. 
We mean the lifting of restrictions on capital cost allowance for a defined period. 
In fact, what we have in mind is a reversal of the deferred depreciation calculations 
introduced in 1951 for the purpose of giving the defence factor of the economy priority 
over the civilian enterprise. It will be recalled that, at that time, depreciation for all 
projects which did not qualify for a permit from the Department of Defence Produc- 
tion was deferred for four years, although this was later cut down to two years. It is 
submitted that a decision to put all projects which otherwise would come into Classes 
(1) to (8) of Schedule B of Chapter XI of the Income Tax Regulations into a new 
class, i.e., (16), for which 100% rate would be allowed, would have the desired stimu- 
lating effect. This measure would technically require no change in the Income Tax 
Act, but merely a change in the regulations, which could be made by Order-in- 
Council long before Parliament is convened. Projects to qualify for this new class 
would have to be ordered, let’s say, before December 31, 1958 and completed not 
later than December 31, 1959. These dates are quoted as an illustration rather than 
as definite suggestions. 
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The unrestricted capital cost allowance would permit corporations to undertake 
capital projects, which the directors might otherwise hesitate to approve in view of the 
insecurity of future developments, in the knowledge that in any prosperous year 
capital cost allowance could be claimed to the full extent of the costs of the project. 
These projects could be financed out of profits before taxes instead of being burdened 
with high interest and financing costs. The 100% rate of capital cost allowance is 
only permissive and, therefore, it would be in the discretion of the corporate taxpayer 
to postpone the claiming of capital cost allowance in accordance with the circum- 
stances. 

This measure would have the advantage of not actually depriving the fisc of tax 
revenue, but merely postponing the payment of tax. By putting the projects into a 
separate class, any liquidation of the depreciation-preferred projects would lead, if 
yielding a profit, to the payment of tax on the recaptured cost allowance. 

It could probably be claimed that the risk the government might take in deferring 
taxes for projects undertaken sooner than would be the case otherwise should pay off 
handsomely in reducing welfare expenditures and, in effect, would encourage the 
profitable activities which are the government’s source of tax revenue. 

There may be flaws in this scheme which would have to be eliminated, but it should 
be worth while to examine the possibilities of anticipative capital cost allowance as 
a counterpart to deferred depreciation which only seven years ago was considered an 
effective retardant for undesirable economic activities. 
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WHITHER MARITIME ECONOMY 
—Expansion or Consolidation ?* 


By Howard A. Mann, 

Executive Manager, 

Maritimes Transportation Commission. 

What ails the economy of the Atlantic Provinces, according 
to this author, is an over-abundance of small farms, small 
communities and small businesses, accompanied by a 
population scatter that makes distribution difficult and 
expensive and keeps productivity low. The remedy, he 
suggests, lies in greater consolidation: centralization of 
populations, amalgamation of small farms into farm com- 
panies, and increased cooperation among industrial units. 


Ww™ I will have to say touches on my own field in only the most tangental way 
and, because I am so far off home base, it is only natural for me to stress that 
what is advanced here are my personal opinions and not necessarily those of the 
Maritimes Transportation Commission. 

Most of us who live in these Provinces by the Sea are greatly preoccupied with the 
future of our region and most of us have some ideas as to how that future should be 
shaped and what it should hold for us. If, indeed, we are witnessing—as I think we 
are—the rebirth of a once highly prosperous part of Canada, then it can truly be said 
that seldom was a child born with the assistance of so many midwives. As one of these 
“midwives’’, I here humbly offer my opinions. 


CONSOLIDATION AS WELL AS EXPANSION 


In the first place, I cannot think of expansion and consolidation as necessarily 
alternatives. Indeed, in the move of our Atlantic Provinces towards a better place in 
Canada, consolidation and expansion must go hand in hand. I think it is vital to 
stress consolidation, as well as expansion, because we can plainly see the great empha- 
sis that is being placed on the latter which, I admit, is more glamorous and more 
headline-making than the somewhat drab and prosaic concept of consolidation. 
It is infinitely more exciting, for instance, to be able to announce that a new industry 


* Address to the Moncton Chapter of the Society of Industrial and Cost Accountants given 
on March 17, 1958. 





Mr. MANN graduated in economics and political science from the University of Toronto. He 
then became the first permanent general secretary of the Canadian Industrial Traffic League, 
which position he held for eight years. In 1955 he accepted an invitation to join the Maritimes 
Transportation Commission and is now executive manager. Mr. Mann has lectured extensively 
On transportation subjects and has appeared before a number of Royal Commissions on trans- 
portation matters. 
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has been attracted to the Atlantic Provinces than to become aware that an existing 
industry has taken steps to make its operations more efficient and more profitable to 
the community and its owners. And yet, despite the lack of glamour, it appears basic 
to me that we should direct as much effort to strengthening and consolidating our 
economic house as we do to building additions to it. 

This process of consolidation is, perhaps, more difficult than that of expansion. It is 
always a bit painful to stand back, look at what one has wrought, find flaws in it and 
then labour to correct those flaws. It is difficult and painful, because the process of 
correction may be accompanied by a radical change in one’s habits. It may upset 
what one is used to and it may put in question many time-honoured ways of thought 
and action. And yet, this process is rewarding, if it leads to a strengthening and a re- 
awakening of our economy. 

To me, one of the most vital aspects of this term “consolidation” is agreement 
among ourselves on the direction which we want our regional economy to take. We 
must agree on the goals for which we are striving. Not to be in such agreement, not to 
know what these goals should be, results in a scattering and wasting of economic 
and human resources and leads ultimately to frustration and stagnation. 


THE DUNCAN REPORT 


All too often in the past we have been inclined to drown our economic sorrows in a 
dark and murky brew of complaints and resignation. I would venture to suggest that 
we have done so, partly, because we failed to define our goals and neglected to organize 
for our improvement and plan for our progress. 

Let me illustrate. We hear much these days of the discovery which has been made 
that we do not even produce enough to feed ourselves and that we import many of 
the agricultural commodities which we could profitably grow and raise ourselves. 

Allow me to quote a passage from a Royal Commission Report which I came across 
not very long ago. 

“The agricultural industry in the (Maritime) Provinces consists, for the most part, 
of mixed farming, dairying, fruit growing—largely apples—and poultry raising, with 
some raising of cattle and sheep. Taken generally throughout the Provinces, farming 
is conducted in small units rather than in large. As a consequence, changes that have 
taken place in the structure of industrial employment and the periodical depressions 
in trade and business, have been allowed to react much more definitely upon the 
agricultural enterprise than would have been the case if farms had been conducted 
on a larger scale, and with greater initiative in searching for markets. 

“The agricultural production of the Maritime Provinces, apart from the con- 
siderable export market for potatoes, fruit and dairy products, has depended upon 
local consumption, but the production is very far short of meeting the local demand, 
and very far short also of the potential capacity of the Provinces. It is the less necessary 
for us to deal at length with this subject, since the evidence convinced us that public 
opinion within the Maritime Provinces is now realizing to what extent organized 
distribution and cooperative marketing must be developed if the industry is to enjoy 
the prosperous expansion of which it is capable.” 

This quotation could have been taken from any of the hundreds of public speeches 
on regional prospects which are currently being made across the length and breadth 
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of the Atlantic Provinces. It was not said this year or last or the year before last. It 
was said 32 years ago by the famous Duncan Royal Commission on Maritime Claims. 

Let me quote you another passage from this report which I found significant: 

“The feature of agricultural life that was most prominently brought to our notice 
was the loss of farm population in the Maritime Provinces and the lack of immigration. 

“There can be no doubt that the exodus from the farms of the Maritime Provinces, 
particularly of young people, has been considerable. The movement, however, has 
been facilitated, not only because of the ‘lure of the West’ but as much by the state 
of stagnation into which agriculture has settled in the Maritimes. It seems to us that 
the exodus has been more the result of that stagnation than the cause. The great 
possibilities of agricultural development within the Maritimes themselves have not 
been realized, and the reaction has been that young people have been allowed to be- 
come the victims of a growing feeling that there is little hope of much prosperity 
generally in the Provinces. The problem is, in large measure, a psychological one, and 
it seems to us that it can only be corrected by a greater sense of prospect being 
developed.” 


THE WILL TO SUCCEED 


The point of my quoting these passages from the Duncan Report is simply this: 
For 32 years or more we have either sensed or known the deficiencies of our region. 
We have either sensed or known the causes for our economic problems but we have 
not, until relatively recently, taken stock of our situation dispassionately and we have 
not, until relatively recently, had the burning desire to help ourselves. 

I think we are now getting that desire. I think we have begun to realize that we 
must, in the last analysis, find our own solutions for our difficulties. Our Govern- 
ments in Ottawa are taking notice of us, our Provincial leaders have made remarkable 
strides to boost our economies. The Atlantic Provinces Economic Council and the 
Maritime Provinces Board of Trade are taking forward steps to find ways of grappling 
with our economic problems. In the field of transportation, the Maritimes Trans- 
portation Commission, loyally supported by our four Provincial Governments and 
by business and industry, strives constantly to improve our links of communication. 

These are not straws in the wind. They are definite manifestations of the will to 
succeed. And succeed we will, because we have now learned the importance of organ- 
izing for improvement and planning for progress. 

The time is favourable for the solution of the psychological problem pointed out 
by the Duncan Commission in 1926. I think that there is a greater sense of prospect 
in the Atlantic Provinces today than there has been for many years past. In this 
we have made definite gains and I think there is now an urgent need for the consolida- 
tion of these gains. 


WHAT IS THE GOAL? , 


We must now, and quickly, decide what economic goals we can look forward to. 
We must try to assess as realistically as possible where we are heading. We know, 
of course, that there is not now, and there never has been, any agreement among our- 
selves on our economic goals. The range of opinions extends from those who still 
think we should pack up and leave for ““Upper Canada” to those who envisage an 
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industrial empire in the Maritimes which will be the peer of the industrial complex of 
Ontario and Quebec. 

The consolidation of these opinions into the definition of a common goal for the 
Atlantic Region is, in my humble opinion, not an academic exercise. Our decision 
one way or another brings with it important economic and social consequences. And 
it brings with it a host of decisions. 

There are enough people who advocate the road toward the emulation of Central 
Canada’s high industrialization and urbanization. Let me take the opposite approach 
which, I believe, is the more realistic one for us to take today. 

Let me say that, in my personal view, our goal should be to strive for continued 
economic growth so as to achieve that level of stable prosperity that will develop the 
whole man instead of merely the economic man. 

Certainly we should continue to push our resource development. Certainly we 
should go on striving to attract new industry into our region. But at the same time, 
we should never feel a sense of frustration when we look at the tremendous economic 
development which has taken place and is taking place in Central Canada. Instead, 
we should become more and more aware of some of the valuable qualities of life here 
in the Atlantic Provinces. We must, for the sake of holding our people, and for the 
sake of encouraging initiative and resourcefulness here at home, stress the many 
positive features of life in this area. 

Lest I be misunderstood, I want to make it perfectly clear that I am not advocating 
the, to me, repugnant attitude of “I am poor but I am happy”. You will recall that I 
have outlined earlier my ideal of our goal as “continued economic growth so as to 
achieve that level of stable prosperity that will develop the whole man instead of 
merely the economic man”. 

We must make it our business to destroy some of the misconceptions that have 
grown up about life here as compared with life elsewhere. What are these miscon- 
ceptions? 

There are basically two of them. They are two sides of the same coin, if you will. 
The first is that life in our four Eastern Provinces is and must necessarily be sub- 
standard. The second is this: That one can be better off in all ways by living, say, in 
Montreal or Toronto. This is the fairy-tale which we ourselves perpetuate by proudly 
pointing to the relatively few successful people among the tens of thousands of Mari- 
timers who left to find fame and fortune. 

There may have been good and sufficient reasons in the past for the growth of these 
ideas. I am suggesting that these reasons no longer hold true today to the same degree 
and that, indeed, they are evaporating at an ever increasing rate. 

I have mentioned all this because I am convinced that economic success comes 
more easily to those who have confidence in themselves and rationally proceed to 
translate that confidence into material realities, than it comes to those who can only 
see the obstacles blocking their progress. 


CONSOLIDATE THE ECONOMY 


Spiritually then we have, perhaps, already taken the first step towards the consolida- 
tion of our regional economy. We have recognized our problems and we are now 
concerned with working out approaches towards their solution. 
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What approaches can we take? How can we consolidate our economy? Let us 
look at ourselves. There are roughly 1,700,000 of us, a few more than the population 
of Greater Montreal. We live scattered over a relatively large area. We have no 
gigantic urban concentrations. Our nearest large external markets are a long distance 
off. We have an agriculture which does not yet produce enough to provide many of 
our food requirements. We have some of the most scenic country in all Canada and a 
tourist industry which is far from satisfactory. One can go on listing these features 
but in the few mentioned there are enough challenges to illustrate what might be 
done to consolidate our economy. 

Let us look at our regional market, for instance—1,700,000 people scattered over a 
large area. It is not often realized that Nova Scotia’s 700,000 people are split up 
among nearly as many settlements as Ontario’s five and a half million. The situation 
is just as bad in Newfoundland and, I suspect, in New Brunswick, though, perhaps, 
less so in Prince Edward Island. Add to that some of the difficulties of communication 
due to our geography and you have a first-rate distribution problem. In the process 
of supplying all these scattered and relatively small communities with the goods they 
should have, costs are pyramided, inconveniences increased and dissatisfactions 
multiplied. 


CONSOLIDATE THE POPULATION 


Has not the time come for us to look at this situation critically and to analyze it? 
Since it appears difficult for us to attract more people into the region, should we, 
perhaps, first have a look at what might be done by way of consolidating our popula- 
tion? 

There is certainly nothing novel about this idea. Efforts in this direction are cur- 
rently being made by the Government of Newfoundland. 

A good deal of our population scatter is due to the relatively small size of our farm 
holdings. I think it is generally agreed in agricultural circles that the day of the small 
farm is almost over. Scientific farming means machinery and materials which are, for 
the most part, beyond the means of the small farmer. We see the result in our region 
where, according to the Gordon Royal Commission, we have a larger share of sub- 
sistence farming than other parts of Canada. It is this subsistence farming largely 
which drags our average per capita income down to a level 37 per cent below the 
per capita income of the rest of the country. Eliminate the subsistence method of 
farming and you have perhaps removed a main cause for the disparity of our average 
income with that of other parts of Canada. 

1 am suggesting—and maybe I am too much of a visionary—that it may be possible 
to at least decrease subsistence methods of agriculture and achieve a greater concen- 
tration of our settlement in the bargain. 

I am suggesting that, perhaps, the time is close at hand where we can look at the 
possibility of starting in this part of Canada a new type of agriculture: The farm 
company, the agricultural corporation. 

The industrialization of many parts of Central Canada and the sprawling urbaniza- 
tion which it has brought in its wake has gobbled up much valuable farm land. There 
are some who are already becoming alarmed at the disappearance of much of the 
fertile land of the Niagara Peninsula, for instance. That land is the backbone of much 
of Central Canada’s canning and processing industry. 
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Is it not possible that we can now take the first steps towards becoming the food 
supply source for the growing population of Central Canada? Given large commer- 
cially run farms and processing units which they supply, can we raise our farm income 
to higher levels? 

Here, perhaps, is a new venture for our national and regional supermarket chains 
who are showing increasing tendencies to own at least some of their supply sources, 

Can either native or non-regional capital be attracted to purchase land in order to 
operate progressively run farm companies which can give decent employment to 
many of our rural population who must now operate at or near the subsistence level? 
Can the associated processing companies provide more remunerative and steady 
employment for at least part of those who would be displaced by the modernization 
of our agriculture? And will the increased cash income generated by this more remu- 
nerative employment not require services which, in turn, will provide jobs and incomes 
for more? Lastly, will this type of intensified agriculture not necessarily lead to a 
greater concentration of our population and a decreased outlay in Provincial services 
such as roads, schools and other requirements? 

Here, I believe, is a field worthy of investigation by qualified people. Here, I believe, 
is an instance of the desirability of economic consolidation. 


CONSOLIDATE INDUSTRY 


Recently our Commission began some work on a transportation problem affecting 
our canning industry. That work required our getting in touch with all canners in the 
Atlantic Provinces. We didn’t think that would be too difficult. 

After all, many of the companies were known to us. We had a rude awakening 
when after a considerable amount of work we ended up with a list of over 150 individual 
companies. A list, by the way, which is by no means complete. 

I am afraid I could not help wondering how some of these companies, which were 
obviously extremely small, manage to market their products under today’s competitive 
conditions. I must admit I also wondered—and still do—how good the product is 
which they market. . 

This sort of thing leads one automatically to another benefit of economic consolida- 
tion. We have in the Atlantic Provinces a good number of small concerns which 
appear to be content to remain small. 

I am certainly not suggesting that there is virtue only in bigness, but it appears 
evident to all of us that there are some advantages to be had from larger size in business. 
Certainly it should be possible, without totally submerging the identity of many of our 
smallest companies, to work out joint sales and marketing schemes which would 
increase the profits of those who own these smaller concerns. Certainly in distribution 
and particularly in transportation costs, large savings and greater efficiency can be 
achieved by larger economic units. 

Obviously, even joint marketing and sales schemes could not in many cases rival 
the lower costs of large scale mass production. Indeed, our present population and 
resource configuration does not lend itself easily to such mass production. 

Again, this suggests the possibility of concentrating at least some of our economic 
effort on the production of quality goods which do not require mass production. 
We presently import many of these quality goods from other countries. Might we 
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not be able to obtain a share of that market by making the term “‘Maritime Made” 
or some such term synonymous with high quality, attractive packaging or good design? 
If that is possible, we might contribute not only to the consolidation but also to the 
expansion of our regional economy. 


THE TRANSPORTATION PROBLEM 


Still under the general heading of consolidating our regional economy, I would 
like to touch, briefly only, on a subject very close to me because it is in the field of 
transportation. 

Yes, we have a transportation problem. It is a little beyond the scope of these 
remarks to discuss the whys and the wherefore of that problem which is, indeed, a 
very real one. 

But while we have this problem, we also have a habit of maximizing it. Somebody 
once said that freight rates grow muscles when they get to the Maritimes. I think 
there is a good deal of truth in that remark. 

While there are many instances in which transportation charges cripple a company’s 
ability to compete, there are also a number of cases where companies have failed to 
use the present freight rate structure sufficiently well. These companies are paying 
too much money for transportation and they are paying it needlessly. For instance, 
last summer, we were able to show a merchant a way of cutting his freight charges from 
Ontario and Quebec by roughly 30 per cent. He has no complaint today. Only a few 
days ago, we pointed out to a Maritime manufacturer that he had been paying a 
higher than necessary freight rate on his shipments to Vancouver. We told him that 
there was another existing rate he could use. He is using that rate now and he saves 
$420 every time he ships a car. 

I could go on giving more examples, but I hope I have made my point. There is 
need for our regional companies to improve their cost studies not only of transporta- 
tion but of every component of their operations. 


WHAT IS AHEAD? 


I have purposely devoted most of my remarks to the desirability of consolidating 
and firming our Maritime economy. I have done this because, as | mentioned earlier, 
it is more difficult to become enthusiastic about consolidating one’s gains than about 
adding to them. For that reason, we hear less about the need for consolidation. 

That our expansion will now proceed is now generally accepted. We have much to 
look forward to. Cheaper large blocks of power for industries which need them, the 
exploitation of hitherto untapped mineral resources, the possibility of oil discovery 
in Prince Edward Island, the growth of our processing industry, the expansion of pulp 
and paper production—all these make the future look brighter for our four Eastern 
Provinces. ss 

As for secondary industry generally, the outlook is not so assured. Indeed, the 
recent Special Study on Secondary Manufacturing Industry published by the Gordon 
Commission contains the following passage: “It is difficult to be as optimistic about 
the prospects for secondary industry in the Prairies and the Maritimes, in view of the 
expected slower rate of population growth in those regions, and their comparative 
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proximity to Ontario and Quebec manufacturers. Exceptions to this trend of course, 
will be regional manufacturing specialties and those secondary industries dependent 
upon and located close to the supply of a natural resource.” 

Even if one agreed with this analysis, there is still ample scope for the expansion 
of secondary industry in the Atlantic Provinces. Much of that industry will be, no 
doubt, established or expanded to serve the regional market. And, by the way, we 
should now start thinking of the regional market as including such areas as Labrador 
and the burgeoning North Shore of the St. Lawrence. 

However, it is more than possible that the Atlantic Provinces will prove attractive 
to industries using accessible raw materials for the manufacture of relatively valuable 
commodities on which the transportation costs are only an insignificant part. Such 
articles as electronic components and certain plastics have already been mentioned 
in this connection. It is also possible for us to look at the feasibility of partially manu- 
facturing commodities here which would then be finally manufactured at locations 
closer to the concentrated markets. 

I hope that I have been able to indicate, though imperfectly and very sketchily, that 
the future holds much promise for our Atlantic Community. For this promise to be 
fulfilled, the best is required from all of us. If we can unitedly work towards agreed- 
upon goals, we will be able to prove that the economy of our region can not only be 
strengthened by consolidation but diversified by expansion. 


For further reading 


PRESCRIPTION FOR NOVA SCOTIA, Business Week, Dec. 11, 1954. 


CANADA’S ECONOMIC PROSPECTS, by W. A. Mackintosh, The Canadian Chartered Accountant, 
March 1957. 


CANADA’S MARITIME PROVINCES, Economist, April 14, 1956. 


WHAT PRICE PROFESSIONALISM? 


In business the able man ordinarily earns a larger income than one less able. So does 
the able man in the recognized professions-—in law, medicine or engineering; and even 
in those professions more remote from moneymaking, like the ministry, teaching or 
social work. The world’s demand for efficiency is so great and the supply so small, that 
the price of efficiency is high in every field of human activity. 


The recognized professions, however, definitely reject the size of the financial return 
as the measure of success. They select as their test, excellence of performance in the 
broadest sense—and include, among other things, advance in the particular occupation 
and service to the community. These are the basis of all worthy reputation in the 
recognized professions. 


—Justice Louis D. Brandeis 
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LOOKING AHEAD 

Traditional materials seem to adapt themselves to this modern age. For example, 
the nose cone of the U.S. satellite was formed from stainless steel. Closer to earth, 
the latest model cement mixers will use aluminum to decrease machine weight and 
increase pay load. Insulation for missiles has been developed from asbestos and 
silica enclosed in metal foils or laminated with reinforced plastics which will with- 
stand temperatures of 1200°F. 

More and more plastics are being used in cars. About 15 lbs. per car is now used 
compared to 4 Ibs. per car in 1944. 

Five minute paint is now on the market. A new enamel which dries within five 
minutes is available, mainly for industrial and maintenance work. 

Flying boat capable of carrying 1800 passengers at 650 m.p.h. is on the drawing 
boards of U.K. aircraft designers. 

Construction spending in 1958 will total 7.1 billion, up 3% from last year. Engin- 
eering up 6.5% to 3.3 billion, major buildings down 9.8% to 1.9 billion and 
residential up 11% to 1.9 billion. 


ON THE PERSONAL SIDE 

A touch of the hand will light the latest lamp. The natural electrical charges in the 
fingers do the work. 

The executive job market is showing some interesting trends. A recent survey shows 
that although many top management jobs are open, more and more executives are 
out of work. One branch at least is in high demand. Controllers and budget people 
are having a heyday. The campaigns to cut costs and operate at maximum efficiency 
require the best in top financial experts. 

Rent a Shirt? plan will be in operation in the larger cities very soon. For $1.85 
a week you can hire 11 new shirts, have them delivered five at a time. They are 
collected, laundered and returned as needed. 

20,000-mile oil may be possible for your car. A metal slug made of calcium and 
sodium alloy attached to the drain plug will neutralize engine acids and give oil 
ten times the usual life. The invention was by the National Research Council. 


OF GENERAL INTEREST 


Housing may well be the most important key to business upturn. 
Builders wouid like to achieve a record 140,000 new housing units this year. 
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Starts to date indicate only about 105,000 for entire year which is about 10-12% 

greater than 1957. 

e Lower cost houses could accelerate this demand. 

e Lower down payments geared to the $5,000 a year earner will also help. Reports 
on sales of houses with down payments of $1,200-$2,000 are exceptionally good. 

e Houses in the $18,000 and up class are moving very slowly and are a bit of a 
drug on the market. 

© CMHC estimates that nearly 3 million new housing units will be needed by 1980 
to meet demand rising from new family formations. 370,000 will be needed for 
non-family household formation. Total needs in the period about 3.7 million 
units. Capital investment 38 billion. 


Business Recession 

How big and how long? 

© The best economic minds do not think it is the beginning of a real depression 
nor that it will be prolonged. The following comments may be timely and 
interesting. 

e No business decline in the past 75 years has lasted longer than 18 months save 
the 1929 debacle. 

e Changes, up and down, are normal in a free enterprise system. 

e The ’29 economic scene had several vital points of difference that are worth 
considering such as: bad distribution of personal income and bad corporate 
structures through pyramiding of investment trusts and holding companies. 

e The U.S. system of banking, at least, was characterized by a large number of 
independents without adequate reserves to weather storms. Economic intelli- 
gence was in a poor state. We had no economic aids and indicators such as 
are available today. 

e Governments are able, because of these economic indicators, to move more 
quickly to adjust credit, cut taxes and spend more money which they are doing. 

© If past experience and present ways and means of adjusting national economics 
are any guide we are probably half way through this recession. 

e The recovery may bring us back to the perhaps unrealistic days of ’55 and °56 
but a generally good economic climate can exist in Canada. 





Failure is more frequently from want of energy than from want of capital. 
—Daniel Webster 


The man who commands efficiently must have obeyed others in the past. 
—Cicero 


When a man imagines, even after years of striving, that he 
has attained perfection, his decline begins. 


—Theodore Martin 




















How much does 
paying cost you? 


Calculating your payroll, organ- 
izing financial data, estimating 
operating costs and total expend- 
itures - all this costs you time 
and money. It is an additional 
burden of work and responsi- 
bility for your staff. 

The system and 2fficiency of 
up-to-date equipment give you 
what is needed to make paying 
cost you less. The Olivetti Audit 
202 is the machine that has been 
thought out and constructed for 
this purpose: to reduce the cost 
of your costs. 


Audit 202 


olivetti 





superautomatic accounting machine 





Olivetti (Canada) Ltd. - Toronto 
237 Yonge Street - Tel.: EMpire 2-2781 
ACCOUNTING SYSTEMS DIVISION 

22 King Street West - Tel.: EMpire 2-2695 


175 














Centralized Timekeeping 


By F.. E. Andersen, 

Assistant Secretary and Assistant Treasurer, 
Perfex Corporation, 

Milwaukee, Wisconsin. 


Centralized timekeeping increased the efficiency of this 
company tremendously and reduced its costs up to 40%. 
Among its advantages, centralized timekeeping promotes 
teamwork among timekeeping personnel and leads to 
better control and speedier performance. Following is a 
description of how the system works in the author’s 
company. 


jo method of timekeeping to be used in any given company must be tailored to fit 
many factors, including payroll, methods, inventory control, and so forth, and is 
further affected by the personnel involved. 

Speaking generally, the purpose of timekeeping is to furnish the payroll department 
with the data necessary to pay the employees properly; but beyond this basic purpose, 
there are many further refinements. Production control must know what work has been 
completed. The accounting department must be able to determine how much in-put 
has been made to inventory in direct labour, or how much has been applied to an 
individual job order. Where standard costs are used, the calculation of variances is an 
important by-product of payroll calculations. Supervisors in the manufacturing area 
are interested in the performance of employees under their direction and need accurate 
reports. In many instances, complex clauses in labour contracts must be watched con- 
stantly and properly administered through the timekeeping group. The original payroll 
data must furnish basic information to satisfy all requirements. 

Each and every one of these areas is very important. I dare say, in most cases far 
more stress and importance are placed on the subsequent use of the information de- 
rived from the timekeeping records than are placed on accumulation of the basic orig- 
inal data itself in our timekeeping groups. 


HOW THE SYSTEM WORKS 


I shall not cover all exceptions and minor details of our timekeeping system, but I 
shall attempt to explain in general how we do our timekeeping. 

We have manufacturing floor area of about 160,000 square feet, and employ about 
350 people in our factory who generate approximately10,000 daily job tickets each 
week. Our operation is primarily a job shop, most of the production being routed by 





The assistant secretary and assistant treasurer of Perfex Corporation, Mr. Andersen has been 
with this company for about seven years. He is registered as a certified public accountant in 
the State of Wisconsin and is a member of the National Association of Accountants, Milwaukee 
Chapter. At present, Mr. Andersen is serving as associate director of member attendance for 
the Milwaukee Chapter. 
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the methods department. The remainder, made up of short runs and samples, is pro- 
duced on blanket orders with no breakdown of operations. 

Our payroll is run on IBM equipment. The daily job card is an IBM card and is the 
same card actually processed in our tabulating department. 

The routings covering all productive work carry the job number, model number (or 
part number), operation number, and description, as well as other manufacturing 
specifications. A master file of routings is maintained in our central time keeping 
office. When an order is routed through the factory, a copy of the routing, showing the 
number of pieces and the specific order number, is furnished to the timekeeping de- 
partment on yellow card stock. This is our working copy. Reference is made to the 
master file only in the event the yellow copy is not available at the moment. 

Our employees are paid on two bases, namely, day rate for indirect or unrouted 
work, and incentive rate for productive, routed work. Incentive workers have a guar- 
anteed minimum of 90% of the incentive rate. 

Our timekeepers are provided with a set of rubber stamps which can be used approx- 
imately 95% of the time. Each stamp carries the incentive rate, day rate, guaranteed 
rate, labour grade, department and account to be charged. The stamp is designed to fit 
accurately within the spaces provided for this information on our daily job tickets. 
Our time clocks automatically stamp the date and the time for each clocked operation. 

We operate a full first shift, with partial second and third shifts. The timekeeping 
office functions from 6:00 AM to 12 midnight. 

In our central timekeeping office we now have three incoming telephone lines wired 
through the switchboard, and one additional direct line, necessitated by high volume, 
from the shipping department. The lines are inter-connected so that calls can be taken 
at any one of three stations. Two of the stations use speaker phones. The third is a 
manual phone for overflow calls only. Speaker phones enable the timekeepers to have 
both hands free for work. Our use of these speaker phones is comparatively new and 
we are having some conflict in noise between the two operators and shop. However, 
this is being worked out satisfactorily. 

On the floor of the shop we have five telephones reserved for the use of employees 
calling in time. At each phone the central timekeeping office number is posted. 

These are the basic tools with which our timekeepers work. To examine the workings 
of our procedure, we will follow through one day’s work. In actual practice there is 
overlapping which we must ignore for these purposes. 


ONE DAY’S OPERATION 


At the beginning of the work day, all employees punch in on daily attendance cards 
at the factory entrance. They go to their respective jobs and begin their assigned work. 
At this point no job cards have been started for the day. Upon completing their first 
assignment, they call the timekeeper and give their clock numbers and such pertinent 
data as may apply to the work. For instance, an incentive worker will give the part 
number, operation number, number of pieces and order number, in addition to his 
clock number; or if he is not on a routed job, he will report the part number, number 
of pieces, and special order number. An indirect worker will give only his clock number 
and the number of the account to which time should be charged, or any applicable 
special order number. 
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After the first job has been identified to the timekeeper, the employee will give the 
data on the next job, to the extent it is available at that time. The timekeeper clocks the 
“out” time on the first job and the “in” time on the second. This procedure is repeated 
throughout the day. 

Unusual items such as faulty material, machine downtime, and so forth, are handled 
by a special form which provides spaces for foreman’s approval, elapsed time, reason 
for deviation, clock number and date. These forms are pre-numbered. When an unus- 
ual situation occurs, the employee will call the timekeeper, clock out on incentive work 
and clock in on the approval slip number. The timekeeper writes the number of this 
approval slip on the daily job ticket in the area labelled “remarks”. It is the duty of the 
worker to obtain the foreman’s signature on the approval slip, fill in all other pertinent 
data, and deposit the slip in a box placed near the telephone for this purpose. 

Periodically these slips are picked up by the timekeeping department and matched 
to the numbers reported by the employees. At that time the other data such as account 
number, reason for delay, and so forth, are entered on the daily job card. Elapsed time 
approved by the foreman is compared with the elapsed time clocked by the worker, 
and any discrepancy is cleared by the timekeeping supervisor with the head of the de- 
partment involved. The approval slip is then placed in a file to be retained for a reason- 
able time. 

The clocking in and out is handled primarily by two timekeepers. Any time not de- 
voted to clocking in and out is used to process cards on which the clocking is comple- 
ted. One additional timekeeper is continuously employed in processing. This basic 
group can be reduced to one person or expanded as needed. 

The processing consists of two separate functions. These two functions have differ- 
ent end results but are done simultaneously. 

The working copy of the routing card is withdrawn from the working file based on 
the order number and part number given to the timekeeper by the employee. From 
this routing card the timekeeper obtains the standard hours per hundred and any set-up 
hours allowed for the operation performed. These are posted to the daily job card. 
The timekeeper then determines the labour grade for the operation performed, and 
selects the proper rubber stamp from the rack, which carries the incentive rate, day 
rate, guaranteed rate, labour grade, department and account charged. The routing 
card shows whether the incentive rate is a permanent one or an estimated rate, and the 
appropriate box on the daily job card is checked. The shift worked is also checked on 
the daily job card. 

While thé routing card is out, the timekeeper posts the number of pieces to the oper- 
ation performed on the routing card and verifies that the quantity is proper and that it 
was not previously paid for. In most instances this check as to operation number and 
quantity will serve to verify the order number given by the employee. Completed rout- 
ings are returned to the expeditor. Completed daily job cards are filed behind the pre- 
punched head card and accumulated in the order of occurrence. 

Toward the close of a shift, when he starts his last job, the worker usually advises 
the timekeeper of the time he is leaving. He thus gives the timekeeper all data pertinent 
to the job without waiting until the closing minutes of the shift, and this prevents a 
jamming of facilities at that time. 

On the following day, or perhaps the following shift, all attendance cards are re- 
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moved from the racks at the factory entrance. The total time worked is written both 
on the attendance card and on the pre-punched head card after it is calculated. Simul- 
taneously the starting time and stopping time are verified on the first and last daily job 
tickets filed behind the head card. 

The daily job tickets are now completed except for the elapsed time. This is calcu- 
lated by subtracting starting time from stopping time. The elapsed time is added up, 
and the total for the day must agree with the time shown on the head card. 

At this time the absentees are reported to the personnel office and the head card is 
marked “absent” and placed in its proper order in the file of head cards and daily job 
tickets, completing the part of the timekeeping operation done by our centralized time- 
keeping department. All daily job cards are then turned over to the payroll department 
for further processing. In addition to the above general procedures, we have many 
individual circumstances and exceptions which throw rocks in our path, and I do not 
presume it would be possible to devise any system totally eliminating all exceptions! 


ADVANTAGES OF CENTRALIZED TIMEKEEPING 


I think that any consideration of “how we do it”’ is controlled to a degree by “why 
we do it”. I would like to give you some of the reasons I feel central timekeeping offers 
more than other methods. 

In the first place, it concentrates timekeeping employees in a given area where they 
may exchange thinking, knowledge and information with each other and work to- 
gether on their problems; it enables the group to work as a unit; it facilitates training 
new employees, since it provides the opportunity to break the job into several opera- 
tions which a new employee may learn a little at a time, as opposed to a timekeeping 
station where the individual timekeeper does all of the work on the tickets for the em- 
ployees in his area; it reduces the camaraderie between the timekeepers and the work- 
ers; it prevents the timekeeper from becoming an errand boy for the foreman. 

It lends itself to far better control of timekeeping as an operation. It enables a con- 
centration of the necessary records for the timekeeper without making them available 
to anyone who may look over his shoulder. It frees the timekeepers from making minor 
decisions which should be made by the head timekeeper or the supervisor (which take 
on greater importance with today’s complicated labour-management relationships). 

And last, but in no way the least important, it reduces costs. Savings up to 40% in 
personnel costs over other methods of timekeeping are possible, by reduction in over- 
time, closer supervisory control, and full utilization of employees’ time. The timekeep- 
ing supervisor gains greater use of his time by elimination of travel between timekeep- 
ing stations to see that all stations are manned, clear up minor questions, etc. Records 
are less expensive because only one complete set is required and it is handy to all time- 
keepers. Both workers and timekeepers save time since telephone contact does not 
breed the sociability invited by the not-too-busy timekeeper sitting alone; and the 
knowledge that others need an open phone to report their time limits conversation. 

As is so often the case, we found that when we concentrated our timekeeping in a 
centralized unit, we performed a better timekeeping job. The delivery of time cards to 
payroll was speeded up by approximately two hours, and as a result our labour per- 
formance reports are issued to the foreman an hour and a half earlier. This gives the 
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foremen more time to review reports for use on the day following the performance. 
The delivery of completed routings to production control was also speeded up and 
is far more complete. 


CONCLUSION 


In the event you are planning a centralized timekeeping system, you should give 
serious consideration to the elements of production control, methods, and so forth. 
Centralized timekeeping can only function when adequate written information is avail- 
able to the timekeeper to do the job properly without being in a position to watch the 
workers to see what is being done. However, I believe that if you are able to supply 
your timekeepers with the information they need, you will be gratified by the excellent 
results of centralization. 
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For further reading 


CENTRALIZED TIMEKEEPING PAYS OFF, by D. W. Corless, N.A.C.A. Bulletin, Sect. I, May 1956. 
ONE-CARD TIMEKEEPING SYSTEM, by B. S. Abrams, N.A.C.A. Bulletin, Sect. I, March 1957. 
TIME CLOCKS FOR HOURLY PAID EMPLOYEES — TWO VIEWPOINTS, by T. S. Morse and A. H. How- 
son, The Canadian Chartered Accountant, Sept. 1957. 


WANTED — LEADERSHIP 


It is generally accepted that unless a man places his work before his personal reward, 
he cannot be regarded as a professional man in the true sense. Accountancy is the young- 
est profession, but just as the youngest service showed in World War II, age and im- 
portance are not necessarily synonymous. Through their role as the conscience of 
business, as the guardians of the financial health of economic life, without which there 
can be no real wealth, accountants have an opportunity to provide some of the leader- 
ship that democracy needs. There is indeed plenty of room at the top; self interest 
should not obscure the view or quench the desire to climb. 


The Accountants’ Journal (New Zealand), June, 1957 
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The Economic scene... 
by W. Allan Beckett 


THE IMPACT OF WAGES AND PRODUCTIVITY ON COSTS 


One aspect of business activity that is due to receive much attention this year is the 
labour market. The problem of unemployment has already been widely discussed. 
Of more interest here are the related questions of wages, productivity and labour costs. 

Concern about these problems is usually expressed in the following terms. Increases 
in money wage rates are outpacing advances in productivity. This increases the costs 
of industries producing for both the domestic and foreign markets. The result, in the 
one case, is to leave Canadian industry vulnerable to foreign competition in the home 
market and, in the other case, to overprice Canadian exports in world markets. This 
is the problem. What are the facts of the situation and do they point to a solution? 

Much depends on what time period one uses in looking at the problem. Two 
important points stand out when-long term trends are analyzed. First, productivity 
increases average about three per cent per annum. At the same time labour income 
has remained a reasonably stable proportion of national income or product. This 
suggests, in one sense, that there is no real long term problem, that factor shares of 
total output remain reasonably constant and have shared proportionately in the 
increments of wealth produced by growth and technology. 

But as one of the great economists put it—‘‘In the long run we are all dead.”” The 
long run averages may conceal short term variations of great significance. Changes 
during the past decade, a period of general prosperity with only mild and short 
recessions, are worthy of study. 

During this period labour costs in the Canadian economy have risen substantially ; 
on a per unit of output basis, the increase has been roughly 50 per cent compared 
to some 20 per cent for the United States. These are costs expressed in money terms. 
Naturally, a large part of the change has been a function of the rising price level, so 
that changes in real costs have been much more modest. It may be noted too that 
most of the increases took place in times of swift price changes, 1947, 1948, 1951 and 
1956 costs remained level in 1949, 1950, 1952, 1953 and actually dipped in the 1954 
recession. 

What of the most recent trends and the outlook for the future? Output in physical 
terms showed a small decline in 1957 compared with 1956. Employment on the other 
hand continued to rise slightly leaving a small drop in productivity in contrast to its 
long term growth. In manufacturing, this drop in output per man amounted to about 
three per cent. On a monthly basis the decline was nearly eight per cent from the 
peak reached in July 1956 to the end of 1957. The decline was most pronounced in 
industries producing durable goods. ‘ 

At this point it should be noted that labour should not be held accountable for 
these changes. Analysis that seeks to explain phenomena is more useful than that 
which seeks to apportion blame. Measuring productivity in terms of output per man 
is convenient; the causal factors in changes in output per man, however, include not 
just the man but many other variables such as technology, markets, scale of produc- 
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tion and so on. Just as an example, one of the recent factors in changes has been a 
shift toward relatively fewer production workers and relatively more office and over- 
head employees. Or again, in the automated plant, production is bound to fluctuate 
more than employment, with productivity declining as production is cut and rising 
as production rises. 

In short, there is no reason for presuming that long term increases in productivity 
have ceased. In the short cycle, however, productivity tends to lead, turning down 
ahead of general activity as marginal plant, equipment and labour are pressed into 
service. But productivity should also begin to revive ahead of general activity, pro- 
viding for an end to the cost squeeze and restoring profit margins and business 
confidence. 

Wages, on the other hand, tend to lag behind the general swings in business activity. 
Thus in 1957, earnings in manufacturing rose by about six per cent, compared to a 
five per cent rise in 1956. Living costs, however, were rising more rapidly and left the 
increase in real earnings at about three per cent, near the long term average. Towards 
the year end, consumer prices were rising more rapidly than factory earnings. 

What is the outlook for the rest of 1958? On the assumption that the current business 
decline is nearing its end, one can look for the following trends. First, the declines in 
productivity should cease and be replaced by increases in excess of long term rates. 
Increases in money wage rates, on average, should halt and there may be some actual 
average decline. This means that labour costs per unit of output will turn down and 
continue downward for the remainder of the year. With prospects for stability in 
material prices and further reductions in interest charges, the stage is set for a widening 
in profit margins. Even a modest revival in sales and production will accelerate this 
latter change and lead to increased aggregate profits. 

In terms of the problem posed initially, developments in 1958 should serve to 
restore some ‘of the competitive advantages that seemed to have been lost during late 
1956 and 1957. Whether. this looked-for improvement in efficiency will be greater in 
Canadian industry than in other countries remains a question mark. In the last 
analysis, much depends on the inventiveness and enterprise of all Canadians. 


DIVIDE AND RULE 


The justification of a system of private enterprise is to be found in the amazing facil- 
ity which jt has given for the large and complex organization required by modern life 
to be combined with decentralization of decisions in ways that make freedom compat- 
ible with order. This must be understood equally by those who add enterprise to enter- 
prise or labour organization to labour organization, not because of genuine economies 
inherent in the change, but only because of the increased power which comes with 
increased mass. Unless we can understand that the justification of private enterprise 
lies in its facility for the decentralization of decisions, we may fail to preserve it in the 
years of greater complexity ahead. The business world deals to a degree with things 
but its more important functions concern persons. 

Dr. W. A. Macintosh, in an address to The Fall Congrega- 
tion of the University of British Columbia, October 25, 1957. 


182 





! 
| 
i 





Sc 


on i 
of a1 
and 
be r 
shin 
com 
in te 
exph 
the « 
pal 

In 
has | 
in it: 
shou 
will | 


PHA 


serie 


* An 
Accot 


Mr. 
and | 
direct 
plann 
trolle 
Corny 





oo 2 2 s 





2 RE NE 


es 


Some Aspects of the Planning and Control of 
Capital Expenditure* 


By C. H. Brock, 
Comptroller, Courtaulds (Canada) Limited, 
Cornwall, Ontario. 


Sound capital expenditure decisions are essential to the 
future growth and profitability of any industrial enterprise. 
It is not surprising then that management and the account- 
ing staff have been increasingly concerned with developing 
effective management tools for planning and controlling 
capital expenditure. In this article, the eight basic phases 
of a planning and control program are discussed. 


Santi many of the writers on capital expenditure planning and control have been 

concerned with some particular aspect of this complex subject, all are agreed 
on its vital importance. The reason is obvious—the future growth and profitability 
of any industrial enterprise are inevitably determined by its capital expenditure policies 
and decisions. The opportunities offered by a new market or product line can only 
be realized if equipment is available to manufacture that product. The existence of a 
shiny stainless steel installation with all the most modern electronic devices avails a 
company nothing if the only product it can make has been rendered obsolete by a turn 
in technology or of the market—furthermore, it cannot be fired. The opportunity to 
exploit profitable and new ideas must often be foregone if all the funds available to 
the company have been tied up in expensive but non-vital improvements made during 
palmier days of high profits and liquidity. 

In the light of these self-evident truths—and practically every major company that 
has been in existence for long has the skeleton of a bad capital expenditure decision 
in its cupboard—it is not surprising that both management and the accounting staff 
should be increasingly preoccupied with the development of management tools which 
will maximize the chance of arriving at sound capital expenditure decisions. 


PHASES OF CAPITAL EXPENDITURE PLANNING AND CONTROL 
Most of us who are concerned with capital expenditure will agree that there are a 
series of phases which must be covered in any sound capital expenditure planning 


* An address to the meeting of the Cornwall Chapter of the Society of Industrial and Cost 
Accountants on January 16, 1958. 
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and control program. These can be summarized as follows: 

(a) The search for creative ideas for profitable investment. 

(b) The formulation of long range overall plans and policies for future 
development, however tentative, towards which specific capital projects 
must contribute or with which, at least, they must not be inconsistent. 

(c) The development of financial forecasts to realize these plans and relate 
them to the expected financial resources of the company. 

(d) The development of sound procedures for estimating the cost of the pro- 
posed projects and evaluating their economic worth. 

(e) The screening and selection of specific projects for short range execution 
and their integration into authorized capital expenditure programs and 
budgets. 

(f) The control of expenditure once a project has been authorized. 

(g) The post-completion audit of projects. 

(h) The appraisal of existing assets with a view to the more profitable invest- 
ment of their realizable value. 

This list is not intended to suggest that a fixed chronological sequence exists. In 
fact, only at the stage where specific projects have been examined in detail and approved 
for initiation does an idea become finalized and, too often unfortunately, not even 
then. In any healthy and dynamic business, planning is bound to be a continual 
process in which it is difficult to distinguish the chicken from the egg. Nevertheless, 
all of the above phases must play their part in capital expenditure planning and control. 


COMPANY BACKGROUND 


Before examining these phases in greater detail, I would like to give some back- 
ground of my own company. This may help to explain the emphasis put on certain 
aspects of the problems whereas to someone else, another aspect may seem more | 
important. 

Courtaulds (Canada) Limited produces synthetic textile fibres at one large plant 
employing almost 2000 people. We are suppliers of raw materials to, and in a sense 
are part of the Canadian textile industry which is a very competitive one with profits 
hard to come by. Despite our textile affiliations, our basic process is a highly specialized 
chemical one with a large capital investment, a slow rate of capital turnover and | 
limited flexibility in varying the end product. Considerable emphasis in our planning, | 
therefore, is given to the long range improvement of our basic textile products and | 
their methods of manufacture, rather than to the opportunistic switching into more f 
profitable lines and markets which are perhaps open to more flexible types of indus- | 
tries. Finally, our top company authority is a board of directors consisting of senior 
officers of the company, representatives of our British parent company and outside 
directors, with executive authority in the hands of the president and the executive 
vice-president. If any of my remarks seem critical of managerial tendencies, I hasten 
to point out that this is based on what I have learned from other companies’ experi- 





ences, and not on any such tendencies in my own company. 

Returning now to the main theme, I would like to enlarge a little on the various | 
phases of capital expenditure planning and control already outlined, except for the | 
means by which creative ideas for capital investment are generated, for this is a/ 
subject in itself. 
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FORMULATION OF LONG RANGE PLANS 


This is inevitably the most difficult part of capital expenditure planning, yet it is the 
essential framework into which all planning activities must fit and is obviously one 


| of the supreme responsibilities of the top authority of the company. 


In most companies, long range planning is a continual operation involving unfolding 


| market trends, technological progress and the suspected activities of competitors. 


Because it is obviously impossible to foresee the future with any certainty, some 
executives hold that it is a waste of time to try to crystallize and evaluate financially 
long term plans and policies; moreover, they maintain that to do so is dangerous, 
since it may impose a rigidity on future thinking which ignores the flimsy and shifting 
nature of the plan’s foundations. There is doubtless some truth in this point of view 


/ and many of us have seen programs, evolved after much hard thought and detailed 


work, which have been clung to tenaciously long after they ceased to bear any relation 
to reality. Here, also, the accountant can leave himself open to criticism by presenting 
spuriously accurate forecasts worked out to the last dollar predicting, say, profits 
ten years from now. The fact that expressing figures this way helps in balancing a 
series of complex calculations, does not lessen the ridicule that such presentation 
deserves. 

Nevertheless, despite its difficulties, the attempt to make a long range plan serves 
to clarify the objectives of the company and to highlight those areas of greatest un- 
certainty and risk, at the same time tending to focus management’s attention on them. 


' The resultant plan, however sketchy and subject to reservations, will at least prevent 


the dissipation of scarce specialist staff resources on capital projects which are obviously 
inconsistent with long term development, and should lead to concentration of effort 
and money onto those areas likely to prove most fruitful. 

The accountant can contribute considerably to the realization of management’s 
fears and dreams and, in his presentation of data, to the sense of proportion with 
which the problems and possibilities facing the company are viewed. Such presenta- 
tions are most valuable when they are kept clear of accounting detail (for example, 
showing only main totals) and are aimed at channeling consideration onto the basic 
marketing, technical and financial problems and possibilities facing the company. 
A poor presentation can often encourage sterile discussion on minor matters, such as 
the future size of the office stationery bill, and render the whole exercise valueless. 
We must also act as if our ability to do the arithmetic correctly is taken for granted, 


; and inveterate column-addition checkers should be made to scratch around in the 


appendices for their amusement. Similarly, in putting forward capital expenditure 
estimates in a long range plan, it helps to show separately only the cost of individual 
major projects, lumping minor projects together under some such heading as “routine 
capital expenditure”, the amount of which can usually be based on past experience. 


Let us assume that the company has succeeded in outlining the grand design for 
future development and that we, as accountants, have further succeeded in reducing 
this to a five year profit, cash and capital expenditure forecast. From this exercise, a 
number of significant factors should have emerged. For example, the conclusion may 
have been reached that a product, process line or even a whole plant seems to be 


| Teaching the end of its profitable life and that no more money should be spent on it, 


at least until some radical improvement in the situation occurs. It might have emerged 
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that a new product, now in the test tube, has such great promise that funds to build a 
new plant for its manufacture in two years time should begin to be pre-empted now, 
at the expense of lesser projects, however attractive in themselves. It might simply 
emerge that the company will face a liquidity crisis in the next year or so because of 
short term market trends and that nothing but life-or-death capital expenditure can 
be considered. 

Such general conclusions will help to shape the ground rules for the formulation 
of actual short term capital programs. The importance of passing these ground rules 
down to everybody involved in the preparation of capital expenditure projects cannot 
be overemphasized. The key to successful capital expenditure control is the sound 
conception and careful design of acceptable projects, the planning of which requires 
a great deal of work on the part of already overburdened engineers, technicians, etc. 
As it is, more trouble in capital expenditure control arises from inadequate prepara- 
tion and incomplete design than from any other cause. Despite the need to protect 
the confidential nature of future plans, it would be folly to permit valuable effort to 
be wasted in working up, even in a preliminary way, projects which are doomed to 
stillbirth because they are out of line with the company’s changing requirements. 

Thus, the existence of long term plans and budgets enables the stream of investment 
ideas to be shaped at its source to meet the needs and possibilities of the organization 
with a minimum of wasted motion. 


CAPITAL EXPENDITURE JUSTIFICATION 


I would like, at this point, to digress a little on the subject of capital expenditure } 


justification. It is amazing how few projects have good dollar and cent tags attached 
to them and how frequently we find the following bald justifications: 

(a) Necessary to overcome current quality problems—despite the fact that 
good quality has been made from existing equipment in the past. 

(b) The plant will break down if we don’t do it—despite the fact that the 
particular project has been rejected from the capital expenditure budget 
for the past ten years without any catastrophe. 

(c) There are intangible reasons which cannot be measured in financial or 
economic terms. Such mysticism is often allied with terms such as “‘worker 
morale”, “community relations”, “company reputation” and “market 
strategy”. Although I am not suggesting that such projects are put forward | 
frivolously, or that there is no definite requirement for them, the account- | 

‘ant, at least, must always look at them with a somewhat jaundiced eye. 
Usually there is only so much money in the pot and it is the accountant’s 
responsibility to try to elicit from the sponsors of such projects somewhat | 
more solid justification, since those who have to make the final decisions 
can only do so on the basis of the relative economic importance of com- 
peting projects. It is obviously impossible, in many cases, to reduce these 
intangible objectives to a money value. The fact that this is so, leads one | 
to question whether worker morale, company reputation, etc., would not 
benefit more often in the long run from the resultant growth and financial 
stability of the organization if its energy and resources were concentrated 

on direct profit-making activities. 
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EVALUATING ECONOMIC WORTH 


A great deal has been written about methods for evaluating the economic worth 
of capital proposals and I would commend to those, not already familiar with it, a 
paper entitled A New Method of Computing Rate of Return on Capital Expenditures 
by Horace G. Hill, Jr. and the Research Committee of the Philadelphia Chapter of 
the National Society for Business Budgeting. 

In this paper Mr. Hill illustrates very clearly the fallacies of certain conventional 
methods of assessing return on capital such as “period of pay-back” or “average 
book method” and comes down in favour of the ‘investors’ method” which is shown 
to be more sensitive to important variables than the other methods. 

I do not intend to discuss in detail the accounting techniques involved in project 
evaluation but would like merely to stress one perhaps obvious aspect. 

(a) The cost of a new project is the total cash outlay which that project 
involves. Project estimates should therefore show not only the part of the 
cost to be capitalized but also associated replacement and maintenance 
charges, additional working capital requirements, start-up losses, etc. In 
fact, all the additional cash outlay required to bring the project into being, 
whether capitalized or buried away in expenses, should be shown. 

(b) The operating costs required by our calculation are the total additional 
continuing cash costs created by the project. Overheads to be included are 
only the additional overheads created by the project. The allocation of 
existing overheads to the new operation, although perhaps sound cost 
accounting practice, obscures the economics of the decision to proceed 
or not to proceed. 

(c) The income to be credited to the project is the additional income created 
by the existence of the project. If, for example, a piece of equipment is to 
be installed to upgrade waste products, then the income is the difference 
between the original waste price and the market price of the upgraded 
product. 

(d) The estimated life of the project and likely changes in profitability during 
its life must be taken into account, together with the disposal value of the 
equipment at the end of its useful existence. 

I have not mentioned taxation and its influence on the desirability of one project 
over another. For example, a project involving a relatively small amount of new 
machinery and high associated replacement and maintenance will be written off much 
more quickly, with corresponding tax deferment, than one involving a high propor- 
tion of new permanent buildings. Such factors can be of considerable importance and 
the tax position of the company must be taken into account in evaluating the relative 
desirability of new projects. 

Although this “strictly cash” approach may cut across our normal accounting 
practices, it is the only way to measure the relative economic desirability of a number 
of capital expenditure proposals of widely differing natures, all competing for the 
limited funds available. 

So far, I have been dealing with the technique of evaluating relative economic 
worth but have avoided any reference to absolute standards. For instance, project 
“A” may promise a return on capital of seven per cent and project “B’’, ten per cent. 
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Project ‘‘B” is on this basis better than project “A” but that still does not prove it is 
a worthwhile investment. There are a number of possible rule-of-thumb approaches 
to this problem of which the following are only a few: 


(a) “INTEREST” PLUS A REWARD FOR RISK 


The expected rate of return on a new project (when properly reckoned) 
should in no circumstances be less than that which can be earned with no 
effort and only normal risk from investment in high-grade government 
securities. This indeed is only a starting point, since industrial investment 
requires effort, know-how and risk of loss of capital, all of which must 
command a premium over basic interest rates. 


(b) EXISTING RATES OF EARNINGS 


Another criterion, especially for companies with unsatisfactory profit 
prospects, might well be that incremental investment must promise a 
return substantially higher than that obtained from the average of existing 
investments. 


(ec) DIVIDEND RATE 


Another minimum rate might be twice the company’s normal or target 
dividend rate, since sufficient profits must be available, not only to cover 
dividends, but to assist in financing future expansion. 


One world-famous company is said to require a 20 per cent return before it will 
embark on a new project; although it is not known by what formula they arrive at this 
figure, it is not difficult to believe that any of the three bases given above would lead 
to such a result. 


CAPITAL COST ESTIMATES 


Accurate capital cost estimating is the heart of any effective capital expenditure 
control system. Many a chief executive has experienced bitter disappointment and dis- 
illusionment as time after time he is asked to sign his name to requests for additional 
funds to cover over-expenditure on authorized projects. A pistol is pointed at his head 
and, unless he is prepared to abandon the semi-completed project, there is little he 
can do to preserve its original attractiveness as he watches the rate of return decline 
with the approach of completion. No record system that compares actual expenditure 
rates against authorized totals will reduce the final cost of a project and no post- 
mortem will ever bring back money which has already been spent. 

Leaving aside the effects of inflation, serious over-spendings are seldom encountered 
when designs have been finalized, worked out in detail and properly estimated and 
most troubles which are experienced can be traced to incomplete and hurried design 
or even more often to changes in design as the work proceeds. In fairness to the 
engineers, this is often done as a result of pressure by top management who, once 
an idea has gelled, are naturally anxious to bring it into execution as soon as possible. 
The estimating staff is often instructed to put something up for approval at the next 
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board or finance committee meeting, despite the fact that not even the technical basis 
of the project may yet have been fully determined. | am not suggesting that every 
project must be worked through to the last nut or bolt before an idea of its probable 
cost can be given to management. Indeed such a suggestion would be ridiculous and 
self-defeating. The problem can, to a large extent, be overcome by presenting, if 
necessary, provisional estimates which are clearly marked as such and which state the 
degree of inaccuracy which must be expected. In my own company we have three 
classes of estimates, depending on the extent to which the design has been worked out 
at the time the estimate is made: 3 

Class “A” with accuracy + 10°,—5% 

Class “*B” with accuracy + 209—5% 

Class “C’’ with accuracy + 40%—5% 

These ranges are not intended to cover changes in the value of money and I do not 
know of any satisfactory way of providing for this in capital cost estimating. Class ““C”’ 
estimates are really used only as the basis of obtaining approval to proceed with more 
detailed estimates and design work. For large and complex projects this is itself an 
expensive matter which involves tying up design staff and delaying work on other 
possible projects. If capital cost estimates are presented to top management in this 
manner, they are then able to form a realistic assessment of the likely cost—and they 
would usually be well advised to take the top figure in the range. While on this subject, 
[ would like to refer to the dangers of requests from above for estimates to be “re- 
examined”, a common euphemism for “reduced”’. If sufficient pressure is exerted a 
lower estimate will be submitted, but usually with the result that expenditure exceeds 
the original estimate, or that deficiencies in the completed project must be rectified 
later at considerable extra cost. If done often enough, it will tempt the designer to 
inflate his estimates to allow for the expected reduction request. If experience shows 
that the designer is persistently incorporating extravagances, the correct action is to 
change the designer—not the estimate. 


THE SHORT TERM CAPITAL BUDGET 


Having established a long term development plan and sound methods of estimating 
and evaluation, the next step is the preparation of a short term capital expenditure 
budget of specific projects for approval. It is usually convenient to have the period 
covered coincide with the financial year of the company, so that the capital expendi- 
ture budget can be considered with, and in the light of, the annual forecast of profits 
and cash availability. This means that, some months before the beginning of the new 
financial year, operating divisions or departments will have started preparing their 
individual capital expenditure programs so that these can be coordinated into one 
draft budget for consideration by top management. 

In the light of their wider knowledge of the overall plans of the company and the 
funds likely to be available, top management will, after discussion with the appropriate 
division or departmental managers, make certain revisions to the list so that they 
can put forward a concrete budget for board approval together with a financial fore- 
cast showing the source of funds to finance the program. Since many of the estimates 
listed in the budget will at this stage be only of a provisional nature, the board may 
give approval in principle only, at least to the major items in the budget, with final 
approval reserved until finalized plans have been worked out and submitted. 
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CONTROL OF AUTHORIZED EXPENDITURE 


Having received the necessary board authorization, the road is now clear to proceed 
with the actual implementation of the various projects in the budget. I do not propose 
to dwell on the administrative procedures for the collection and reporting of expendi- 
tures against authorized projects or the reporting of “balances required to complete”, 
except to stress once again that no amount of reporting after the event can substitute 
for accurate project preparation and its main value is usually found in determining 
accounting allocation purposes. 

I would however suggest that if, for any reason, it becomes necessary to change the 
design of a project after it has been authorized, the change should have the approval 
of the original authority if it is expected that the cost of the project will be increased 
significantly. 


POST-COMPLETION APPRAISAL 


At one time or another, most of us have been concerned with projects conceived 
and approved in a glow of enthusiasm and high profitability prospects, but once the 
project is in operation, the promised benefits are found to have evaporated like the 
morning mist before the sun. Often this happens because capital costs are higher than 
originally estimated, the anticipated market for the product shrinks, or some other 
factor has been assessed over-optimistically during the fervour of conception. At such 
times management quite understandably clamours for heads and for comprehensive 
systems of post-completion appraisal. At this point the accountant takes cover to 
ponder the problems of developing and applying foolproof post-mortem systems 
which he can fit into his other duties without doubling his staff. And the problems are 
considerable. The lack of appropriate individual records and the everyday necessity 
of grouping costs together into a limited number of accounts make the actual profit- 
ability of most projects difficult to determine. The problem is further complicated 
when the project involves an alteration or addition to an existing unit of process, since 
it is usually impossible to state accurately what would have happened if the project 
had not been carried out. Finally, since by definition the profitability of a product 
must be measured over its whole life span in order to give a complete post-completion 
appraisal, it would be necessary, theoretically, to wait twenty years or more in many 
cases before complete information is available. Post-mortem systems, if allowed to 
get out of hand, can entirely absorb the attentions of the staff in a study of what went 
wrong in the past, usually at the expense of efforts to ensure that what is now being 
planned will go right in the future. 

The key to sound capital expenditure control must, in my view, be sought in the 
accurate pre-estimating of capital costs and profitability, the main value in post- 
mortems being obtained from occasional spot testing of easily identifiable operations, 
the results of which should be used as a control on the general reliability of pre-project 
preparation procedures, rather than as a perpetual inquisition. 

Up to now I have been discussing general procedures and principles which, I im- 
agine, will be considered self-evident and even platitudinous. Where then is the prac- 
tical difficulty of developing and operating a completely effective system of capital ex- 
penditure planning and control? The answer, I think, lies in finding the correct balance 
between theory and practice, between accounting comprehensiveness and accounting 
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cost, and between providing a tool for management and a strait-jacket. 

The rigid application of accounting control systems, however sound they may be in 
theory, holds a danger. Everyone, from the president down, can get so enmeshed in 
operating the system that the few positive ideas that anyone has the time and energy 
left to conceive, are stillborn by the time the red tape, in which they have been so thor- 
oughly wrapped, has been unravelled. 

We must therefore find the right compromise which, while based on sound account- 
ing principles, is flexible and preserves a sense of proportion leading to the concentra- 
tion of available energies onto the significant at the expense of the unimportant. 

I was surprised to read in one paper on capital expenditure control that “capital 
expenditure is the one thing above all others that top management cannot delegate.” 
I cannot understand why this should be so, any more than with any other top manage- 
ment responsibility, provided of course that the necessary policies and directives have 
been established and understood. The function of top management is, after all, to plan 
operations, to assign authority to carry out the plan, to provide resources to do so, and 
to control and coordinate performance. In a large and complex organization with a 
turnover of tens of millions of dollars, top management cannot be expected to decide 
from their own knowledge that a new type of electric motor costing $50 should be pur- 
chased because of the lower maintenance cost, or that a corroded chemical storage 
tank really does need replacing. In fact, unless the company was in such dire financial 
straits that a great deal of emphasis had to be given to conserving the last dollar, top 
management would be misspending its time if it did know all these things. On the 
other hand, it would be equally unreasonable were the chief executives or board to 
accept a proposal for a multi-million dollar extension for the manufacture of a new 
line, without the most searching examination. I think, then, we must accept the idea 
that it is the job of top management, and those who advise them on control procedures, 
to keep the former’s desks free of detail. It should be top management’s first consider- 
ation to see the forest as a whole and not each individual twig, branch and tree. This 
involves the delegation of authority to initiate, under clear rules, capital expenditure 
without detailed justification and reporting at the highest level. This can usually be 
done by the top authority, for example the board, reserving to itself the right to ex- 
amine and approve projects exceeding a certain amount, but making available to the 
chief executives a lump sum for smaller projects. This can be subdivided down the line 
so that, for example, at the end a departmental manager may, from the original lump 
sum voted by the board, be authorized without specific approval from above to spend 
up to $500 in a year on items not individually exceeding $50. To operate such a system 
would need careful control, but the control system should require the minimum of 
formality for minimum sums, so that responsible but harassed managers are not re- 
quired to complete interminable forms, or appear before high level committees, in 
order to justify the purchase of a new hat rack for the office. 


t 


CONCLUSION 


I have not attempted to describe definite procedures or even to put forward as a 
model the systems which we use in our own organization, because I believe every or- 
ganization has its own problems and that the control systems used must be specially 
designed to deal with those problems. I will, therefore, content myself with restating 
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what, in my opinion, are the basic principles on which any sound system for the con- 
trol of capital expenditure planning should be based: 

1. There should exist, no matter how provisionally, a long term capital devel- 
opment plan towards which individual projects and short term budgets must 
contribute, or with which they must be consistent. 

2. Correct capital expenditure decisions and accurate control depend upon 
reliable pre-appraisal of project cost and profitability which must take into 
account all financial aspects of the project, however they may be treated in 
the company’s books. The recording of actual expenditure during construc- 
tion, or post-completion studies, can never retrieve mistakes resulting from 
inadequate project preparation or of fallacious profitability measurement 
systems. 

3. Capital expenditure control systems must, like all other accounting systems, 
be designed so that they will assist and not handicap management. They 
must concentrate management attention onto the significant away from the 
unimportant and they must be capable of operation without the employment 
of a vast accounting staff. 


For further reading 


PROBLEMS OF CAPITAL EXPENDITURE BUDGETING, by C. I. Fellers, N.A.C.A. Bulletin, Sect. I. 
May 1955. 


JUSTIFYING CAPITAL EXPENDITURE, by A. P. Brockbank, The Cost Accountant, April 1956. 


HOW WE FOLLOW UP THE CAPITAL EXPENDITURES WE HAVE MADE, by Robert W. Griffin, N.A.A. 
Bulletin, Nov. 1957. 


CAPITAL EXPENDITURES — CONTROL TODAY FOR PROFIT TOMORROW, by Richard L. Smith, N.A.A. 
Bulletin, Nov. 1957. 


THE IDEAL BOSS 


‘What kind of person would you like your boss to be?” If this question were asked 
of your office workers, what would their answer be—and how would you compare? 
The National Office Management Association, of Detroit, Mich., recently asked 20,000 
office workers their opinions, and came up with the following results. 

Perfection of character and personality is neither demanded, expected, hoped for— 
nor even suggested—by an average office employee. The “ideal” boss in the office, 
according to survey results, fits this description: (1) He is between 40 and 49 years, is 
skilled at his job, and has “common sense.” (2) He may show impatience and bad 
temper at times, but he is never unjust with his employees. (3) He may be given to some 
laziness and unpunctuality; these are not critical so long as they do not place an added 
burden to the workforce. (4) He can be stubborn, too—in fact, he is expected to be 
stubborn. But he cannot appear to “know everything” and get good cooperation. 


Taken from Supervisory Management, U.S.A. 
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Profit Pointers .. . 


ANALYSIS STRIP SIMPLIFIES COMPARISONS 


One of the time-consuming problems confronting accountants is the repetitious work 
involved in carrying forward figures from previous statements when preparing state- 
ments with comparative figures. For example: “this month”, “last month”, “this 
month last year”; or a comparative statement of fiscal year end figures for, say a 
ten-year period. 

An analysis strip has been used by this company for many years for this and other 
purposes with great success. The strip is a lined form 5’ x 11” with a 1” column on 
both left and right sides of the form; across the top are five holes spaced 1’ apart. 

A pegbar (a bar with pegs 1” apart) is used in conjunction with the form. When 
one of the forms is placed on the bar, a second form can be placed 1” to the right or 
left of the first, so that information in either right or left-hand columns of the first 
form can be compared with information in the corresponding column of the second 
form. Naturally, the information in the two forms must be related and care must be 
exercised in insuring that the information on both forms is equally spaced. We do 
this by having a typist prepare a supply of skeleton forms based on a standard sample. 
If more than two sets of figures are to be compared, additional forms can be added 
to the bar. 

One application in this company is the preparation of a consolidated statement of 
net income. Statements of net income for the various subsidiaries and parent company 
are placed side-by-side on the bar and cross-added to prepare consolidated statements 
of net income. The same forms are then used, together with similar forms prepared at 
the end of the previous month and a year ago, to provide a comparative statement. 

When a set of forms has been completed for presentation, they can be stapled 
together side-by-side and handed to a typist, if a typewritten copy is required, or 
photostatic copies can be made. 

There are many applications for these forms, limited only by the ingenuity of the 
accountant. 


REDUCE COSTS WHERE IT COUNTS 


In lean times most companies look to cost reduction programs to hold the line 
on profits. The secret of effective cost cutting, according to Robert C. Trundle of 
Trundle Consultants Inc. who writes on the subject in the April 1958 issue of 
Management Methods, lies in looking for big savings where you spend the big 
money. Such devices as paring Christmas gifts, monitoring long distance phone 
calls, etc. are all very well but often all they really do is blind management to 
bigger game. Some of the likely places to look for a big savings are: 


ADVISORY FUNCTIONS 

Though well intentioned, many advisory staff functions are doomed to failure 
because of insufficient funds, lack of right leadership, or simply because manage- 
ment is not geared to use counsel effectively. 
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RECORDS, REPORTS 

Every dollar spent on printing forms results in at least $20 being spent addition- 
ally for processing and filing. Streamlining its paperwork saved one company well 
over one million dollars annually. 


THE MARKETING AREA 
Rising volume does not always mean rising profits. Advertising and distribution 
costs for unprofitable lines or operations can often be cut or redistributed to im- 


prove profits, 


INVENTORY 
The cost of carrying inventory runs in some cases to well over 20%. Besides the 
initial savings resulting from a slash of excess inventory, considerable carrying 


charges are eliminated. 


MATERIALS HANDLING 

In this area there are several questions to ask yourself. Are your purchasing and 
manufacturing programs co-ordinated for most economical lot buying? Can any 
product be made more cheaply from redesigned parts or assemblies? Are indirect 
labour costs cutting into profits? Do inefficient storage and handling operations, 
unutilized space, and unco-ordinated assembly line programming waste both time 


and money? 


PRODUCTION METHODS 

Improved manufacturing methods can mean much lower costs, while better pro- 
duction contrel and scheduling can often bring savings of as much as 25%. The 
basis of good control is getting machines, materials and manpower together at the 


right time. 


QUALITY CONTROL 

It pays to improve quality controls. The cost of customer rejects and spoiled 
work is high. Customer rejects not only raise the unit cost on production but also 
present a loss of profit and potential volume as well. You'll find it’s cheaper to 
remedy defective products before rather than after they leave the factory. 


MAINTENANCE COSTS 

Effective work standards and procedures will go far to pare maintenance costs. 
Prevention of losses due to down time is another aspect of maintenance control 
that will prove profitable. 





The secret of managing a man is to let him have his way in little things. He will 
change his life when he won’t change his bootmaker. 
—John Oliver Hobbs 





A man who has committed a mistake and doesn’t correct it is committing 


another mistake. 
—Cicero 
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Business Decisions Having Tax Implications* 
By A. W. Gilmour, 


Partner, Clarkson, Gordon & Company, 
Montreal, Quebec. 


Every business decision made today has direct, or indirect, 
tax implications. This article outlines some of the more im- 
portant areas in which tax savings can be effected, at 
incorporation, in daily decisions, and in reorganization of 
the corporation. 


4 pees who deal with the tax matters of corporations will be only too well aware that 

during the past few years the Canadian Taxation Division has become more and 
more technical in its interpretation of the Income Tax Act, and very little business sense 
has been shown in this process. In view of the fact that both political parties recently 
promised all manner of substantial tax cuts, I think we can safely assume that the 
severity of technical interpretations will continue to grow, even though many of these 
will cut across established business methods and will create new problems for busi- 
nessmen, 

The corporation executive today, before making a business decision, must first 
consider the decision he should make in the best interests of his company and then look 
at it in the light of the Income Tax Act to make sure that he does not run afoul of some 
obscure provision and so increase the already heavy burden of tax he must pay. Be- 
cause of the high rates of Federal and Provincial taxes enforced today, many business 
decisions have to be twisted to avoid conflict with a tax act, or carried out in some in- 
volved manner for the same reason. 

In referring to some of the more important business decisions which have tax impli- 
cations, it might be well to deal with: 

(a) those made when incorporating a company; 
(b) those made during the daily conduct of its affairs ; 
(c) those made on reorganization or liquidation of its affairs. 


DECISIONS AT INCORPORATION 


In dealing with the tax problems created by incorporation, I am assuming that the 
businessman has already carefully considered the advantages and disadvantages of 
carrying on business as a corporation, rather than as a proprietor or partner, and that 
the decision has been made in favour of the corporate form of organization. 

Some of the problems to be considered and the decisions to be reached at the time 


* An address to the Toronto Chapter of the Society of Industrial and Cost Accountants de- 
livered on March 13, 1958. 





Mr. Gi_Mour is well known throughout Canada as author of The Income Tax Handbook. He 
graduated from McGill University in 1933 and the following year was admitted to the Institute 
of Chartered Accountants of Quebec. He then entered the Income Tax Division of the De- 
partment of National Revenue and was subsequently appointed director of the Montreal office. 
Mr. Gilmour became a partner of Clarkson, Gordon & Company, Montreal, in 1950. 
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of incorporation relate to: 
(a) the type of powers to be requested in the charter; 
(b) the type of share capital to be issued; 
(c) the possible creation of designated surplus in future years. 

The decision as to the powers to be included in the charter of a company will have 
to be discussed with the solicitors who prepare the application for incorporation. 
However, it is well to remember that a corporation can only do those acts permitted 
by its charter, and the performance of those acts creates the presumption that it is 
earning taxable income while doing so. It is therefore always advisable for the business- 
man to review the charter powers he wishes to obtain to ensure that these refer only 
to the specific actions he wishes to carry out. The habit of obtaining omnibus charter 
powers may, at some future date, create unforeseen tax problems and should normally 
be avoided. 

The second decision required on incorporation relates to the type of capital stock to 
be created. As most of you are aware, Canada imposes a double tax on corporate in- 
come. The first of these is an annual tax of 20 or 47% levied on the annual income of 
the corporation. The second tax is levied on the shareholder who receives a distribu- 
tion of the remaining profits of the company, either in the form of a dividend or in 
some other form which is held by the Income Tax Act to be the equivalent of a divi- 
dend. 

Under the Canadian Income Tax Act, distributions made by a corporation on the 
redemption of its common shares are deemed, first, to be the distribution of a dividend 
to shareholders to the extent of any undistributed income then on hand. It is only 
after the undistributed income is exhausted that the shareholder is deemed to receive 
a return of capital. On the other hand, a redeemable preferred share, as defined by the 
Act, may be repaid to the extent of the amount paid up thereon free of tax so that the 
preferred shareholder may get back his original investment, without having to pay 
tax thereon. 

As a result of this rather important distinction between the two classes of shares, it 
is becoming increasingly common to find companies being incorporated with the major 
part of their capital in the form of redeemable preferred shares, and only a small part 
in common shares, so as to enable shareholders to withdraw their original investment 
free of tax, should the need arise. 

The third type of decision required on incorporation relates to the possible creation 
of designated surplus in future years. The general rules contained in the Act, which 
refer to distribution of surplus, usually provide that a shareholder who is an individual 
must pay tax upon any distribution made to him. Usually one Canadian corporation 
may receive a dividend from another Canadian corporation, without having to pay 
tax thereon. 

However, some years ago Section 28-2 was introduced into the Income Tax Act and 
stated that where control of more than 50% of the shares of a corporation, which 
possessed a surplus of undistributed income, is acquired by another corporation, the 
surplus of the subsidiary company is deemed to become designated surplus, and if ever 
it is distributed to the parent company, it is subject to a tax of 47% in the hands of the 
recipient. 

One of the results of the passage of this remarkable section is that a corporation 
which has accumulated a substantial surplus of undistributed income, is much less 
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saleable than one which has no surplus or even possesses a deficit. 

One simple way to ensure that designated surplus will never be allowed to accum. 
ulate, is to incorporate two companies instead of one. The first of these will be the 
operating company which earns the income, and the second will be a holding company 
which owns the shares of the operating company. Accumulations of earned surplus 
can be allowed to remain in the operating company and only passed through the hold- 
ing company when a dividend is paid to the shareholders of the latter company. Thus, 
the holding company never accumulates a surplus. If, at some future date, it is desired 
to sell or amalgamate with strangers, the transaction is carried out with the shares of 
the holding company which possesses no surplus, with the result that no tax problem 
is created. 


DAY BY DAY DECISIONS 


The daily decisions which must be made in operating any business are far more 
voluminous than those required on incorporation but, unfortunately, the executive 
can do relatively little to avoid conflict with the Income Tax Act. 

Rather surprisingly, the Act does not attempt to define income and in some instances 
the word “income” appears to refer to net income, and in others to gross income, 
However, I think it is reasonable to say that the executive can safely assume that in- 
come as used in the Act refers to the annual net income of the corporation, after de- 
ducting all expenses of the corporation. 

Unfortunately, the Act does not recognize that all expenses which would be incurred 
by a prudent businessman, are a proper deduction in computing taxable income. The 
Act provides that the only expenses which may be deducted are those which meet the 
following three tests: 

(a) the expenses must have been incurred for the purpose of producing income; 

(b) the expense must have been reasonable in the circumstances in which in- 
curred; 

(c) the expense must not be an outlay, loss or replacement of capital. 

It will be readily apparent that many of the daily expenses incurred by a corporation 
will not meet these tests, therefore, where management is considering making an outlay 
of a substantial amount, it should consider the proposed expenditure in the light of 
the foregoing tests. By so doing, it may be possible, on many occasions, to eliminate 
expenses which do not qualifyand so cost an additional 47% or, to change the type of 
expenditure to ensure that it will be deductible. 


DECISIONS REQUIRED WHEN REORGANIZING 


Any reorganization, liquidation or alteration of capital stock carried out by a 
corporation, will almost invariably involve shareholders in a tax problem if the corpor- 
ation possesses a surplus of undistributed income. 

Accordingly, before any decision is reached as to the type of reorganization to be 
made, it is usually essential to ascertain the extent of undistributed income and to de- 
termine whether it may be in the interests of the shareholders to exhaust this surplus 
before carrying out the reorganization. 

Where the company is publicly owned with numerous small shareholders, it is 


usually not desired to take preliminary steps to reduce surplus as the tax consequences | 


198 





9h Aer ve. 





of | 
im} 


tho 
brit 
pro 
15° 
the 
mit 
at 


wit 
and 


INC( 
Feb 


IMP 
Acc 


COR! 
Jan. 


CAN; 


cau 
job. 
toc 


that 
han 


the 
clas 





» the 
any 
plus 
old- 
hus, 
sired 
Ss of 
lem 


10re 
‘tive 


1C€S 
me, 


de- 
red 
The 
the 


me; 


ion 








lay | 
_ of jt 
ate 4 
of F 











of the reorganization to the individual are usually not serious. 

However, where the company is owned by a few persons, it is usually of the greatest 
importance to reduce the surplus before proceeding with any form of reorganization. 

I will not deal here with the various methods which are open to reduce surplus, al- 
though the decisions required in this respect are most important. I would merely refer, 
briefly, to two common methods permitted by the Act. The first of these follows the 
procedure contained in Section 105 of the Act, which permits a corporation to pay a 
15% tax upon certain accumulations of undistributed income and thereafter distribute 
the residue free of tax. A second procedure is contained in Section 105-B which per- 
mits a corporation to eliminate its surplus through the use of a dealer in investments, 
at a net tax cost of 16-2 /3%. 

I trust I have been able to indicate how important it is that executives be familiar 
with current tax procedures. Any business decision made today has tax implications 
and must be considered in the light of these. 


For further reading 
INCOME TAX AND YOUR BUSINESS, by A. W. Gilmour, The Canadian Chartered Accountant, 
February 1955. 
IMPACT OF TAXATION ON CORPORATE MANAGEMENT, by F. S, Capon, The Canadian Chartered 
Accountant, October 1956. 


CORPORATE AMALGAMATIONS UNDER THE INCOME TAX, by A. D. McAlpine, Canadian Tax Journal, 
Jan.-Feb. 1957. 


CANADIAN TAXATION, by R. D. Stewart, The Journal of Accountancy, November 1957. 


WHAT’S IN A NAME? 


Far too many companies perpetuate job titles that make employees unhappy be- 
cause the title either has degrading connotation or has nothing to do with the actual 
job. It may pay to take a thorough look at the job titles in your company with an eye 
to changing those that may be hurting morale. 

A common example is the supervisor who is called the “chief clerk”’ despite the fact 
that he is actually the office manager. This and similarly unfortunate titles are often 
hangovers from the days when the company was founded. 

Even when a company classifies jobs for purposes of wage and salary administration, 
the working title actually used by the employee can be changed without disrupting the 
classification system. When making changes, here are a few points to consider. 

1. Be sure the new title explains the function of the job. A new title may 
make a worker feel fine for a while, but it’s no help when he frequently 
has to answer the question, “But what do you do?” 

2. Never offer a name change instead of a raise. Experience shows that 
attempts to use “paper promotions” when more is clearly required will 
inevitably lead to resentment on the part of employees. 

3. Don’t carry title-changing to ridiculous extremes. A sweeper by any 
other name would still be a sweeper—not a “sanitation engineer.” At- 
tempts to gild menial jobs with fancy names will yield nothing but 


laughter and contempt. 
The Office Economist, U.S.A. 


199 





Books in Review... 


MOTION AND TIME STUDY (Fourth Edition) 


By Ralph M. Barnes, John Wiley & Sons, Inc., New York, 1958. pp. 665 including 
index. $9.25, ‘ 


Reviewed by: T. E. Chappell, R.I.A. 
From the outset, one cannot help but be impressed by the wealth of practical experi- 
ence which the author has had in the field of motion and time study. 

Apart from the complete coverage of the more widely accepted applications o 
motion and time study, Dr. Barnes presents some very convincing case studies on 
analyzing, measuring and improving activities normally associated with indirect 
labour. Practical examples cover the complete range from floor cleaning through 
crop planting schedules to advanced engineering operation and die and tool work, 
In most cases, a cost comparison is given providing a realistic evaluation of the 
changes. 4 

Dr. Barnes first covers the definitions and history of motion and time study and 
explains the areas of profitable use. 

Then follow detailed chapters on the factors involved in making the studies. These 
include samples of the forms used. There are three chapters devoted to the application 
of photographic studies and the equipment used. 

The next area is a study of the human body. This includes proved statistics on 
fatigue and describes the techniques used in measuring them. Charts and diagrams 0 
the human body show its limitations and the areas of maximum effectiveness. Then 
follows a chapter showing the relationship of motion and time study to wage incen 
tives. 

The reader is next taken through the actual stages of making and recording the 
studies. Included are complete explanations of the more recent techniques such as, 
“The Work-Factor System”, “‘Methods-Time Measurement”, “Basic Motion Time- 
study” and “Work Sampling”. In all cases practical examples are shown with actual 
factor tables when applicable. 

The final chapters cover the training programs both of the time study department 
and the operator. 

There are two useful appendices showing, in abbreviated note form, manuals on) 
time study and wage incentives. 

Summing up, the book is a necessity for the reference library of every time study 
man, and it would be impossible for anyone reading it who is responsible for manual 
or mechanical operations not to gain some ideas for improvement after even a cursory 
reading. 


We judge ourselves by what we feel capable of doing; others 
judge us by what we have done. 


—Lonefellowl 








